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Dear Applicant:

section 30i(c)(3) of the Internal Revenue Code.

Association under ®  Your
Charter states that your purpose is “the granting of
interest-free loans to individuals." by
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Your application for recognition of exemption

our community.*

system to determine an applicants noed for a loan.” The
organization’s method of selection is based upon the loan

mambers of the community.”

o . Bection %501(c)(3) of the Code proQidns. in part, for the

educational purposes, no part of the ne. earnings of which

both "organired" and “oparated" exclusively for one or more

it is not exempt. (Regs. 1.301(c)(3)=-1(a)(1)). The

_ organizational test relates to the rules for geverning an
f} organization and the purposes stated in its articles of
N organization. The ope.-ational test relates to the

b organization’s activities.

We have considered your application for tax-exempt status under

The evidence presented that you were formed as a Not-For-Profit

'Iiatas that the
purpose of your organization is "“to provide short term loans to
help sase cash flow problems to the struggling middle clase in

Applicants do not need to provide evidence of 1inhnc1al need or
the ability to renay the loan. The organization uses an "honor

committees “intimate knowledge of the honest character ot the

exemption from Federal income tax of organizations organized and
operated exclusively for charitable, religious, scientific or

inures to the benefit of any private shareholder or individua’
In order to qualify under IRC 301(e)(3), an organization must be

purposes specified in that section. 1t the orranization faile
to meet eithor the organizational test or the operational test,
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SBaction 1.301(c)(3)-1(c)(1) of the Regulations states that it
more than an insubstantial part of an organization’s activities
is not in furtherance of ‘e Pt purposes, the organization will
not be regarded as exampt. TR N

In Better Busjness Bureau v, U.S,, 326 U.S. 279 (1943), the
Supreme Court stated that the presence of even a single,
non-exempt purpose, if more than insubstantial in nature, will
defeat exemption under Section 501(c)(3) of the Code, reqardless
of the manner or importance of the truly exempt purposes.

Saection 1.301(c)(3)=-1(d)(2) of the Regulations provides that the
term “charitable* includes relief of the poor and distressed,
advancement of education and scienca and the promotion of social
welfare designed to accomplish any of the above purposes.

In Revenue Ruling 70-38% Situation 4, an organization that was
formed to provide moderate income families with housing in a
particular community was denied exemption under Section
301(c)(3). The organization was not designed to provide relief
to the poor or to carry out any other charitable purposae within

the meaning of the regulations applicable to section 501i(c)(3)
of the Code.

Since your organization yives loans to middle class people and
does not secure any financial information from the individuals
to prove distress, you do not meet the criteria of relieft of the
poor, distressed or the underprivilegad.

Section 1.301(c)(3)-1¢(d)(1)(ii) of the Regulations provides, in
part, that an organi:zation is not organized or operated
exclusively for one or more of the purposes mentioned in section
301(c)(3) of the Code unless it serves a public rather than a
private interest. An organization may not be exempt i1 it is
operated for the benefit of privat® individuals.

8ince your organi:zation‘s selection of loan recipients ig based
on the "intimate knowledge of the honest character of the
members of the community,* the loan committee can only select «
recipiant whom they know, and thus a potential for inurement iw
created. You, therefore, do not meet the requirements of
furthering a “public” purpose rather than a private interost.

Accordingly, we conclude that you do not meaet the requirements
for exempt status under section 301(c)(3) of the Code and
propose to deny your request for exemption under that secticn.

We have also determined that you fail to qualify for exempt
status under ar; other subsection of IRC %0i(c).

You are required to file a taxable return Form 1120 or 1041 with
the District Director df Internal Revenue Service. Please send
the return to the Internal Revenue Service, P.0. Box 1680,
General Post Office, Brooklyn, NY 11202.
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Cbntributionl midn to .yo e not dedu:iiblnMSV the donors as
charitable contributions-‘s defined in laction 170(:) of the
Code, " '

Ty

It you ‘do notwaqr (3 withﬁthls dn rminaticn. you may request a

Conference with tha Regional’ Director. of Appeals by protesting
in a:cordanca with thn onclosnd 1nstru:tinns within 30 days.

Protnlts lubmittod which do not contain all tha“documnntation
statad in tnn instructinnl will bu raturncd 1or complation.

11 wa' do not hear 1rom'ynu within that tlmn this datermination
will bae considaered final and thn appropriate Stata Officialc
will be notifind.. : 3

If you do not protaest thil proponna dntarainatiun in a timely
mannar, it will be considered by .the Internal Revenue Service as
a failure to exhaust available administrative remedies. Section
7428(b)(2) of the Internal Revenue Code provides in part that "A
declarataory judgment or decree under this zection shall not be
issued in any proceeding unless the Tax Court, the Claims Court,
or the District Court of the United States for the District of
Columbia determines that the organization involved has exhausted
adminintrative rnmodins available to it within the Internal
Revenue Service."

Enclosure:s Publication 892




